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THE EVALUATION OF AN INCENTIVE PROGRAM USED
TO RECRUIT HEALTH CLUB MEMBERSHIPS
THROUGH FRIEND REFERRALS

Michael D. Bowles, M.A.
Western Michigan University, 1981

This study evaluated an incentive program used to recruit memberships
through friend referrals in a health club.

A multiple-baseline design

was used to compare the relative number of referrals made per person in
the incentive conditions to the number made in the no-incentive conditions.
In the first incentive condition for the two groups involved, the changes
in the mean number of referrals per person dropped from .317 and .295
to .129 and .029 under the no-incentive conditions and back up to .291
and .297 under the second incentive condition.

In looking at the cost

and revenues attributable to this incentive program it was found to
have a cost-benefit ratio of 12:1.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

ACKNOWLEDGEMENTS

I would like to thank my parents, Charles and Pat Bowles, for
their continual support and encouragement throughout my education.
I would also like to thank Bill Heintzleman whose time and effort
made this all possible.

I would also like to extend my gratitude to

Dr. Dale Brethower and Dr. Norman Peterson for providing me with
assistance and suggestions throughout the course of this research,
and to Mark Dean for whose guidance I am very grateful.

Ultimately

my thanks goes to Dr. Richard Malott who receives my admiration for
his guidance, constructiveness, and influence in my education and
life.
Michael D. Bowles

ii

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

INFORMATION TO USERS

This was produced from a copy o f a document sent to us for microfilming. While the
most advanced technological means to photograph and reproduce this document
have been used, the quality is heavily dependent upon the quality o f the material
submitted.
The following explanation o f techniques is provided to help you understand
markings or notations which may appear on this reproduction.
1. The sign or “target” for pages apparently lacking from the document
photographed is “Missing Page(s)” . If it was possible to obtain the missing
page(s) or section, they are spliced into the film along with adjacent pages.
This may have necessitated cutting through an image and duplicating
adjacent pages to assure you o f complete continuity.
2. When an image on the film is obliterated with a round black mark it is an
indication that the film inspector noticed either blurred copy because o f
movement during exposure, or duplicate copy. Unless we meant to delete
copyrighted materials that should not have been filmed, you will find a
good image o f the page in the adjacent frame.
3. When a map, drawing or chart, etc., is part of the material being photo
graphed the photographer has followed a definite method in “sectioning”
the material. It is customary to begin filming at the upper left hand corner
o f a large sheet and to continue from left to right in equal sections with
small overlaps. If necessary, sectioning is continued again—beginning
below the first row and continuing on until complete.
4. For any illustrations that cannot be reproduced satisfactorily by
xerography, photographic prints can be purchased at additional cost and
tipped into your xerographic copy. Requests can be made to our
Dissertations Customer Services Department.
5. Some pages in any document may have indistinct print. In all cases we
have filmed the best available copy.

University
Microfilms
International
300 N. ZEEB ROAD, ANN ARBOR, Ml 48106
18 BEDFO RD ROW, LONDON WC1R 4EJ, EN G LAND

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

1316540
BOWLES, MICHAEL DEAN
THE EVALUATION OF AN INCENTIVE PROGRAM USED
TD RECRUIT HEALTH CLUB MEMBERSHIPS THROUGH
FRIEND REFERRALS.
WESTERN MICHIGAN U N I V E R S I T Y ,

University
Microfilms
International

M .A .,

300 N. Zeeb Road, Ann Arbor, M I 48106

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

1981

TABLE OF CONTENTS

ACKNOWLEDGEMENTS............................................... ii
INTRODUCTION.................................................... 1
METHOD..........................................

3

Subjects...................................................... 3
S t a f f ........................................................ 3
Membership Incentives .....................................

3

Data Collection .............................................. 4
Experimental Conditions and Procedures....................... 5
Reliability ................................................

5

RESULTS.......................................................... 7
D ISCUSSION ..................................................... 12
Cost-Benefit Analysis ......................................

12

Ethical Considerations....................................... 13
Social Utility............................................... 13
REFERENCES..................................................... 14
FOOTNOTES....................................................... 15
APPENDIX A ..................................................... 17
APPENDIX B ..................................................... 18
APPENDIX C ..................................................... 19
APPENDIX D ............... '..................................... 21
BIBLIOGRAPHY ..................................................

iii

Reproduced with permission o f the copyright owner. Further reproduction prohibited without permission.

22

INTRODUCTION

There are several approaches to increasing organizational perf
ormance with varying costs associated with each.

One approach to

maximizing performance output is the implementation of an incentive
system.

An incentive system is defined as "plans or schedules for

delivering rewards or bonuses," (Miller, 1978, p. 385).

The oper

ation of these systems involves rewards being contingent on behaviors
with the assumption that behaviors will occur more frequently when
rewarded and less frequently when not rewarded (Nord, 1975).
Nord (1975) used money as an incentive for teachers to decrease
their rate of absenteeism in schools.

Sick leave payments were

reduced 62 percent by offerring a "lottery" program whereby teachers
with perfect attendance for the preceeding month became eligible for
a $50.00 bonus in a lottery drawing.

Conoco ("Incentive schemes,"

1978) reported an increase in "working man hours".

Worker related

accidents decreased 39% when points were given to workers with safe
working records.
the company store.

Workers could use these points to purchase goods at
Vredenburg (1956) reported that when using trading

stamps the sales increased 29.5% in 30 chain stores and 27.5% in 19
grocery stores.
Monetary systems are relatively expensive but effective methods
of increasing behavior while the systems using alternative strategies
tend to be less costly.

This study was an attempt to evaluate the use

of monetary payoffs where the value of the incentives increased as
desired behavior increased.

It was done with an existing incentive
1
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system for membership recruitment at a local health club.
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METHOD

Subjects

People signing membership contracts to join a local health club
in Kalamazoo during the time of this study served as subjects; they
included 179 males and 176 females.
imately 18 to 55.

Their ages ranged from approx

The members signing contracts were assigned to one

of two experimental groups, depending on which of the two managers
they enrolled through.

The subjects did not know the study was taking

place.

Staff

The staff consisted of two groups including one male manager who
supervised three s-lesmen, and one female manager who supervised three
saleswomen.

The tow staff groups generally alternated the days that

they worked.

Membership Incentives

The health club relied primarily on four strategies to increase
the number of club memberships: radio advertising, local newspaper
advertising, club-member referrals to the club, and walk-in customers.
The club also offered its new members an incentive program developed
to increase club memberships through friend referrals.
of this incentive program included the following:

The components

(a) Current club

members who refer new members to the club receive a $10.00 gift cert3
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ificate.

(b) New members who refer three additional new members to

the club within the first 30 days of their membership receive a free
lifetime membership to the club as well as a $10.00 gift certificate
for referring each of the additional members,

(c) Members increase

the value of their gift certificate $10.00 for every four additional
members that they refer,

(d) Club members choosen as "members of the

month" receive a $10.00 gift certificate.

The staff gives one award

each month to one male and one female member.

Each staff group makes

their decision based on the candidates attendance, attitude, membership
referrals, and work progress etc.

It is possible for a club member to

receive this award more than once during the course of the year,

(e)

A male and female member choosen as "members of the year" each receive
an all-expense paid trip to Las Vegas and various other prizes.

The

staff base their decisions on the same criteria as they do for members
of the month.

Data Collection

Club policy required the staff manager to ask each new member how
they heard of the club.

This information was then classified by the

manager as either radio advertising, newspaper advertising, club member
referrals, or walk-in customers.

If the new member was referred by

another member, then the name of the person making the referral would
be listed on a guest pass so that they would be given credit for the
referral (Appendix A ) .

The club manager transcribed this information

to a daily sheet (Appendix B ) .

The number of referrals relative to the

number of new members each week sweved as the dependent variable.
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5
Experimental Conditions and Procedures

This study used a reversal within a multiple-baseline design.
The use of the incentive program as a means of soliciting potential
new members served as the first condition.

During this time new

members receive the appropriate incentive for referring additional new
members to join the club.

The removal of the incentive program served

as the next experimental condition.

The staff members were asked to

omit reference to the incentive program when soliciting potential
members.

The reinstatement of the incentive program as a means of

soliciting potential members served as the third experimental phase.
All incentives were available to members in the incentive conditions
for the duration of their membership except for the incentive that
required new members to refer three additional members with the first
30 days of their membership in order to obtain a free membership.

No

incentives were available to members in the no-incentive conditions.
Consequently this study only examined referrals within the new members
first 30 days.

Reliability

An independent observer measured the reliability of the sales
person’s sales presentation.

If, during the proceedings of the sales

presentation, the salesperson failed to mention all of the incentives
available to members, the observer recorded this as an instance of
disagreement during the incentive conditions.

During the no-incentive

conditions if the salesperson mentioned any of the incentives available
to members this was recorded as an instance of disagreement.
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The observer measured reliability on 16 to 21% of the sales
presentations for each group under each condition.

No reliability

was taken on the manager contracting the memberships, as it was
presumed that the people who were listed on the daily sheets as having
signed a membership contract did, in fact, sign a membership to the
club.
Reliability was calculated by suing the following formula:
Agreements
X 100 = % reliability.
Agreements + Disagreements
Following the experiment, the health club staff reported that
they were unaware that a second observer had been monitoring their
sales presentations, yet reliability was 94% for Group I and 97% for
Group II, ranging from 82% to 100%.
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RESULTS

For the two groups the changes in the mean number of friend
referrals for new members dropped from .317 and .295 under the incentive
conditions to .129 and .029 under the no-incentive conditions and rose
back to .291 and .297 under the second incentive conditions (see
Figure 1).

Data points indicate the number of referrals per person

relative to the total number of people signing membership contracts
during a given week.
week.

A list of new members and referees was made each

By checking the names of the people making referrals against

the people signing membership contracts within the previous 30 day
period, the number of referrals per person could be determined.

Data

were calculated by determining the number of members who signed member
ship contracts during a given week and dividing that number into the
number of referrals accumulated during the next 30 days that were
attributable to those members who had signed contracts that week.
Figure 2 is a frequency distribution showing the number of days
from the member's purchase of a membership contract to the time they
referrd their first new member.

About fifty percent of the referrals

were made within the first week of the new members contract.
A chi-square analysis examining the difference between the number
of friend referrals signing contracts under the incentive and noincentive conditions is significant at the .05 alpha level, %
£<.05.

2

= 5.033,

The statistical analysis also indicates a significant difference

in the number of friend referrals signing contracts under the incentive
and no-incentive conditions for each of the two groups seperately,
3? = 7.16, £<.05 for Group I a n d = 10.89, £<.05 for Group II.
?,
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FIGURE CAPTION

Figure 1.

The number of friend referrals per person for each week

of the experiment.

Experimental conditions changed in the middle of week

nine for Group II, therefore two data points were used.

Horizontal lines

indicate the mean for each condition.
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Figure 2.

The number of days from the member's purchase of a

contract to the time they referred a new member.

These data include

referrals made from both experimental conditions.
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FREQUENCY DISTRIBUTION FROM
CONTRACT PURCHASE TO REFERRAL

DISCUSSION

The use of the incentive package significantly increased the
number of referrals to the club.

The largest payoff for club members

occurred when they referred at least three additional members within
the first 30 days of their membership.
a free lifetime membership.

In doing so they would receive

However, the data indicate that only one

person in an incentive condition achieved this, with most people only
referring one additional member (Appendix C) .
It should also be mentioned that this study concerned itself only
with those referees who signed membership contracts.

Consequently no

data were taken on the number of referees who visited the club but
who did not sign membership contracts.

Cost-Benefit Analysis

In demonstrating the utility of this incentive program one should
consider the income and costs.

Membership contracts sold at three

prices: $200.00, $250.00, and $300.00, depending on the length and type
of membership purchased.

The estimated cost of operating the incentive

program was approximately $5000.00 per year.

The health.club sold

approximately 1200 membership contracts per year.

This number multiplied

by the proportion of new members attributable to the incentive program^
indicates that approximately 240 members per year sign membership con
tracts as a function of the incentive program.

Multiplying 240 by the

rtiodal membership contract price of $250.00 indicates that the revenue
yielded attributable to the incentive program was $60,000.00 per year.

12
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13
Therefore, the cost-benefit ratio of this incentive program is
$60,000.00

$5,000.00 = 12:1.

(Appendix D ) .

Ethical Considerations

The managers expressed concern about the witholding of incentives
for those members who signed contracts during the no-incentive conditions.
Therefore they decided that, following the conclusion of this study,
they would make the incentive program retroactive to those members.

Social Utility

At the time this study was implemented, management speculated
that the rate of membership referrals would not decrease significantly
if they were to discontinue use of the incentive program.

However,

with the help of this study, management has decided to continue using
the incentive program.
In conclusion, the evaluation of this incentive program suggests
that similar programs might be useful in organizations where the success
of the program is partially contingent on the amount of revenues
generated by new memberships usch as clubs, magazine subscriptions etc.
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FOOTNOTES

^The following calculations were made to estimate the number of
referrals attributable to the incentive program:
# referrals
referral rate =
// new members

11 _
" y j j - .10, for the two no-incentive conditions.
73 _

“ T7T - -30, for the four incentive conditions.
243
Referral rate in the incentive conditions =
referral rate not attributable to the incentives +
referral rate attributable to the incentives.
If we assume that the rate not attributable to the incentives =
rate during no incentive condition,
and if we rearrange the above equations, then:
Referral rate attributable to incentives =
referral rate during incentive condition referral rate during the non-incentive condition
= .30 - .10

= .20.
In order to calculate the total revenue generated per year by the
incentive program, an average of the total number of membership contracts
signed per year (1200) was used.

Multiplying 1200 by the number of referrals

attributable to the incentive program (.20) gives the total number of
referrals per year attributable to the incentive program which is 240.
This number is multiplied by the average cost of a contract ($250.00) and

15
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gives the total revenue brought into the health club as a function
of the incentive program which is equal to $60,000.00.
In order to calculate the cost-benefit ratio of the incentive
program, the total revenue was divided by the cost of the incentive
program (5,000.00).

This indicates a 12:1 cost-benefit ratio for

the use of the incentive program.
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AND INCHES THE QUICK, EASY W A Y REGARDLESS OF YOUR AGE
You are assured your desired results w ith our exclusive system.
Yo ur specific figure or physique problems solved individually, uti
lizing the ultim ate In sophisticated body reproportlonlng and re
ducing equipm ent combined w ith our own exclusive proven
concepts being constantly perfected on a continual basis. Ladles...
become suddenly slimmer and lovelier—lose unwanted pounds,
develop and firm bustllne, and melt away excess Inches from hips,
thighs and waist. M en...look trim , fit and healthy—build up chest,
shoulders and arms while trim m ing o ff bulgy inches from hips
and waist.

• VA LID ONE VISIT PER GUEST, MUST BE
OVER 18 YEARS O L D -A N D ONLY UNDER
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FULL PRIVILEGE GUEST PASS :

if
*

v f F ill In
« Name
« o f Y o ur
G uest________________ _____________________________________________
'•ML

•If
y

GOOD FOR ONE FREE TRIAL PROGRAM PLUS FIGURE
OR FITNESS ANALYSIS. Actually go through an entire
program Including use of Whirlpool, Sauna, Ultra-Violet
Golden Tan Rooms plus use of more than $200*000 worth
of facilities and equipment FREE.
Guest of.
Address
D a te __________________A uthorized b y .
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AMOUNT

FIGURE CAPTION

Appendix C.

The relative frequency of number of referrals made by

members under each experimental condition.

I— Incentives; N-I— No-Incentives.

Numbers on the X-axis indicate the relative number of referrals per condition.
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APPENDIX D

There are advantages associated with the incentive program which cannot
be calculated in monetary terms.

First, by encouraging members to bring new

people into the club through the use of the incentive program, the health
club receives free and effective advertising (word-of-mouth advertising).
This can be contrasted to typical, yet costly, sources of advertising such
as newspaper and radio advertising.

Second, word of mouth advertising increases

the probability that the staff can make a sale.

Referred customers are

required to set up an appointment with the manager upon their initial visit.
By scheduling appointments, the club manager can better schedule their time
in order to accomodate the potential member.
with staff management.
"free time".

This decreases costs associated

A final source of cost effectiveness has to do with

This is time given to the male and female member choosen as

runners-up for the member of the year award.

This incentive is a time allot

ment which the member can use when their contract expires, or it is time which
they can give away to a non-member. Since most members who receive this free
time have a long term contract with the club, they will usually give this time
away.

During the time that the person uses this free time at the club,

staff members have the opportunity to sell the advantages and values of
belonging to the health club.

This makes the person who receives the free

time a "high potential" customer while costing rhe club very little in
expenditures.

21
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